REPORT OF THE AUDITOR-GENERAL TO THE KWAZULU-NATAL PROVINCIAL 
LEGISLATURE AND COUNCIL ON UTHUKELA DISTRICT MUNICIPALITY 


REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the financial statements of the Uthukela District Municipality set 
out on pages ... to .... which comprise the statement of financial position as at 

30 June 2013, the statements of financial performance, changes in net assets and cash 
flows for the year then ended, and the notes, comprising a summary of significant 
accounting policies and other explanatory information. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of the 
financial statements in accordance with the South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and the requirements of the 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) 
and the Division of Revenue Act of South Africa, 2012 (Act No. 5 of 2012) (DoRA), and 
for such internal control as the accounting officer determines is necessary to enable the 
preparation of financial statements that are free from material misstatement, whether due 
to fraud or error. 

Auditor-general’s responsibility 

3. My responsibility is to express an opinion on the financial statements based on 
conducting the audit in accordance with the Public Audit Act of South Africa, 2004 (Act 
No. 25 of 2004) (PAA), the general notice issued in terms thereof and International 
Standards on Auditing. Because of the matters described in the Basis for disclaimer of 
opinion paragraph, however, I was unable to obtain sufficient appropriate audit evidence 
to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Property, plant and equipment 

4. I was unable to obtain sufficient appropriate audit evidence regarding property, plant and 
equipment, as the assets were not numbered and individually identifiable. I was unable to 
confirm the verification by alternative means. Consequently, I was unable to determine 
whether any adjustment relating to property, plant and equipment stated at 

R812,44 million (2012: R712.29 million) in the financial statements was necessary. 

Inventory 

5. I was unable to obtain sufficient appropriate audit evidence regarding inventory totalling 
R5,85 million due to the status of the accounting records. I was unable to confirm 
inventory by alternative means. Consequently, I was unable to determine whether any 
adjustment to inventory stated at R5,85 million (2012: R3,70 million) in the financial 
statements was necessary. 



Fruitless and wasteful expenditure 

6. I was unable to obtain sufficient appropriate audit evidence that management has 
properly accounted for all fruitless and wasteful expenditure for the current and prior 
years as the supporting documents were not provided. I was unable to confirm the 
fruitless and wasteful expenditure by alternative means. Consequently, I was unable to 
determine whether any adjustment to fruitless and wasteful expenditure stated at 
R3.82 million (2012: R2,30 million) in the financial statements was necessary. 

Irregular expenditure 

7. I was unable to obtain sufficient appropriate audit evidence that management has 
properly accounted for all irregular expenditure for the current and prior years due to the 
supporting documents not being provided. I was unable to confirm irregular expenditure 
by alternative means. Consequently, I was unable to determine whether any adjustment 
to irregular expenditure stated at R41, 19 million (2012: R1 8,66 million) in the financial 
statements was necessary. 

Service charges 

8. I was unable to obtain sufficient appropriate audit evidence that management has 
properly charged and accounted for all service charges for the current and prior years as 
there were consumers who were receiving the services from the municipality without 
being charged. I was unable to confirm the service charges by alternative means. 
Consequently, I was unable to determine whether any adjustment to service charges 
stated at R1 17,27 million (2012: R93.55 million) in the financial statements was 
necessary. 

Interest received 

9. I was unable to obtain sufficient appropriate audit evidence to support journal 
adjustments totalling R2,41 million relating interest income for the prior year due to the 
supporting documents not being provided. I was unable to confirm the interest income by 
alternative means. Consequently, I was unable to determine whether any adjustment to 
interest income stated at (2012: R19,05 million) in the financial statements was 
necessary. 

Trade and other receivables 

10. I was unable to obtain sufficient appropriate audit evidence that management has 
properly charged and accounted for all consumer debtors for the current and prior years, 
as there were consumers who were receiving the services from the municipality without 
being charged. I was unable to confirm the consumer debtors by alternative means. 
Consequently, I was unable to determine whether any adjustment to consumer debtors 
stated at R35,48 million (2012: R1 80,65 million) in the financial statements was 
necessary. 

11.1 was unable to obtain sufficient appropriate audit evidence to support the sundry debtors’ 
suspense amounting to R4,12 million for the prior year due to supporting documents not 
being provided. I was unable to confirm the sundry debtor’s suspense by alternative 
means. Consequently, I was unable to determine whether any adjustment to consumer 
debtors stated at (2012: R1 80,65 million) in the financial statements was necessary. 



12. i was unable to obtain sufficient appropriate audit evidence that management has 
properly charged and accounted for all deposits and sundry debtors for the current and 
prior years due supporting documents not being provided. I was unable to confirm the 
deposits and sundry debtors by alternative means. Consequently, I was unable to 
determine whether any adjustment to deposits and sundry debtors stated at R6,18 million 
(2012: R3,24 million) in the financial statements was necessary. 

13. I was unable to obtain sufficient appropriate audit evidence for debt impairments 
amounting to R244,01 million for the current and prior year due to the status of the 
accounting records. I was unable to confirm the debt impairments by alternative means. 
Consequently, I was unable to determine whether any adjustment to debt impairments 
stated at R244.01 million (2012: R16,39 million) in the financial statements was 
necessary. 

Commitments 

14. I was unable to obtain sufficient appropriate audit evidence regarding commitments for 
the current and prior years due to the status of the accounting records. I was unable to 
confirm the commitments by alternative means. Consequently, I was unable to determine 
whether any adjustment to commitments stated at R213.78 million (2012: R299.44 
million) in the financial statements was necessary. 


Accruals 

15. I was unable to obtain sufficient appropriate audit evidence regarding leave pay accrual 
totalling R13,15 million in the current and prior year due to the status of the accounting 
records. I was unable to confirm the leave pay accrual by alternative means. 
Consequently, I was unable to determine whether any adjustment to leave pay stated at 
R1 3, 1 5 million (2012: R10.52 million) in the financial statements was necessary. 


General expenses 


16. I was unable to obtain sufficient appropriate audit evidence that management has 
properly charged and accounted for all general expenses for the current and prior year 
due to supporting documentation for expenditure amounting to R33.42 million (2012: 
R3,50 million) not being provided. I was unable to confirm the expenditure by alternative 
means. Consequently, I was unable to determine whether any adjustment to expenditure 
stated at R181.20 million (2012: R1 57,91 million) in the financial statements was 
necessary. 

Grant expenditure 

17. I was unable to obtain sufficient appropriate audit evidence that management has 
properly charged and accounted for all grants expenditure for the current year due to 
supporting documentation for expenditure amounting to R1.81 million not being 
provided. I was unable to confirm the expenditure by alternative means. Consequently, I 
was unable to determine whether expenditure relating to grants is according to the 
conditions of the grant. 



Employee costs 


18. I was unable to obtain sufficient appropriate audit evidence that management has 
properly charged and accounted for all employee cost for the current due to supporting 
documentation for journals amounting to R5.05 million. I was unable to confirm the 
employee cost by alternative means. Consequently, I was unable to determine whether 
any adjustment to expenditure stated at R1 19,88 million (2012: R101.42 million) in the 
financial statements was necessary. 

19. I was unable to obtain sufficient appropriate audit evidence that management has 
properly charged and accounted for all overtime for the current due to supporting 
documentation for overtime amounting to R9.72 million. 1 was unable to confirm the 
employee cost by alternative means. Consequently, I was unable to determine whether 
any adjustment to expenditure stated at R1 19,88 million (2012: R101.42 million) in the 
financial statements was necessary. 


Accumulated surplus 


20. I was unable to obtain sufficient appropriate audit evidence that to support the prior year 
adjustments amounting to the accumulated surplus amounting to R5.04 million due to the 
status of the accounting records. I was unable to confirm the effect on other transactions 
and account balances by alternative means. Consequently, I was unable to determine 
whether any adjustment to the accumulated surplus stated at (2012:R709,83) was 
necessary. 

Suspense accounts 

21. I was unable to obtain sufficient appropriate audit evidence to support R54.62 million in 
the prior year due to supporting documentation not being provided. I was unable to 
confirm the effect on other transactions and account balances by alternative means. 
Consequently, I was unable to determine whether any adjustment to other account 
balances or classes of transactions as recorded in the financial statements was 
necessary. 

Water losses 


22. I was unable to obtain sufficient appropriate audit evidence about water losses, as 
supporting documents were not provided. I was unable to confirm the effect on other 
transactions and account balances by alternative means. Consequently, I was unable to 
determine whether any adjustment to water losses stated at R19,50 million in the 
financial statements was necessary. 



Accumulation of misstatements 


23. I was unable to obtain sufficient appropriate audit evidence to confirm or verity the 
adjustments made in the preparation of financial statements for the prior year amounting 
to R1 ,90 million. I was unable to confirm the effect on other transactions and account 
balances by alternative means. Consequently, I was unable to determine whether any 
adjustment to other account balances or classes of transactions as recorded in the 
financial statements was necessary. 

Cash flow statement 

24. I was unable to obtain sufficient appropriate audit evidence to support the cash flow 
statement due to supporting documentation not being provided on the items above that 
are included in the cash flow statement. I was unable to confirm the effect of the other 
transactions and account balances by alternative means. Consequently, I was unable to 
determine whether any adjustment to the cash flow statement was necessary. 

Opinion 

25. Because of the significance of the matters described in the Basis for disclaimer of opinion 
paragraph, I have not been able to obtain sufficient appropriate audit evidence to provide 
a basis for an audit opinion. Accordingly, I do not express an opinion on these financial 
statements. 

Additional matter 

26. I draw attention to the matter below. 

Unaudited supplementary schedules 

27. The supplementary information set out on pages ... to ... do not form part of the financial 
statements and is presented as additional information. I have not audited these 
schedules and, accordingly, I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

28. In accordance with the PAA and the general notice issued in terms thereof, I report the 
following findings relevant to performance against predetermined objectives, compliance 
with laws and regulations and internal control, but not for the purpose of expressing an 
opinion. 



Predetermined objectives 


29. I performed procedures to obtain evidence about the usefulness and reliability of the 
information in the annual performance report as set out on pages ... to ... of the annual 
report. 

30. The reported performance against predetermined objectives was evaluated against the 
overall criteria of usefulness and reliability. The usefulness of information in the annual 
performance report relates to whether it is presented in accordance with the National 
Treasury’s annual reporting principles and whether the reported performance is 
consistent with the planned development objectives. The usefulness of information 
further relates to whether indicators and targets are measurable (i.e. well defined, 
verifiable, specific, measurable and time bound) and relevant as required by the National 
Treasury Framework for managing programme performance information (FMPPI). 

31. The reliability of the information in respect of the selected programmes is assessed to 
determine whether it adequately reflects the facts (i.e. whether it is valid, accurate and 
complete). 

32. The material findings are as follows: 

Usefulness of information 

Presentation 

Measures to improve performance have not been reflected in reflected in annual 

performance report 

33. Measures to improve performance for a total of 100% of the planned targets not achieved 
were not reflected in the annual performance report as required by section 46 of the 
Municipal Systems Act, 2000 (Act No. 32 of 2000) (MSA). This was due to the lack of 
implementation of effective human resource management to ensure that adequate and 
sufficiently skilled resources are in place and that performance is monitored. 

Consistency 

Reported objectives, indicators and targets are not consistent with those in the IDP 

34. A total of 100% of the reported objectives and indicators and 71% targets are not 
consistent with the objectives, indicators, targets as per the approved integrated 
development plan as required by section 41(c) of the MSA. This was due to the lack of 
implementation of effective human resource management to ensure that adequate and 
sufficiently skilled resources are in place and that performance is monitored. 

Measurability 

Performance targets not specific 

35. A total of 94% of the targets were not specific in clearly identifying the nature and the 
required level of performance, as required by FMPPI. This was due to the fact that 
management was aware of the requirements of the FMPPI but did not receive the 
necessary training to enable application of the principles. 



Performance targets not measurable 

36. The required performance could not be measured for a total of 94% of the targets as 
required by FMPPI. This was due to the fact management was aware of the requirements 
of the FMPPI but did not receive the necessary training to enable application of the 
principles 

Performance targets not time bound 

37. A total of 50% of the targets were not time bound in specifying a time period or deadline 
for delivery as required by FMPPI. This was due to the management was aware of the 
requirements of the FMPPI but did not receive the necessary training to enable 
application of the principles. 

Performance measures not well defined 

38. A total of 100% of the indicators were not well defined in that clear, unambiguous data 
definitions were not available to allow for data to be collected consistently as required by 
FMPPI. This was due to the management was aware of the requirements of the FMPPI 
but did not receive the necessary training to enable application of the principles 


Performance measures not verifiable 

39. A total of 100% of the indicators were not verifiable in that valid processes and systems 
that produce the information on actual performance did not exist as required by FMPPI. 
This was due to the lack of key controls in the relevant systems of collection and storage 
of actual performance. 


Reliability of information 
Water and sanitation 

40. I was unable to obtain the information and explanations I considered necessary to satisfy 
myself as to the reliability of information presented with respect to water and sanitation 
development objective as required by FMPPI. This was due the fact that the institution 
could not provide sufficient appropriate evidence in support of the information presented 
with respect to the development objective and the institution’s records not permitting the 
application of alternative audit procedures. 


Infrastructure road, housing, electricity and social amenities 

41. ! was unable to obtain the information and explanations I considered necessary to satisfy 
myself as to the validity, accuracy and completeness of information with respect to the 
infrastructure road, housing, electricity and social amenities as required by FMPPI. This 
was due to the fact that the municipality did not report on this planned development 
objective. 



Compliance with laws and regulations 


42. I performed procedures to obtain evidence that the entity has complied with applicable 
laws and regulations regarding financial matters, financial management and other related 
matters. My findings on material non-compliance with specific matters in key applicable 
laws and regulations as set out in the general notice issued in terms of the PAA are as 
follows: 

Budgets 

43. Expenditure was not incurred in terms of the approved budget, in contravention of section 
15 of the MFMA. 


Annual financial statements and annual report 

44. The financial statements submitted for auditing were not prepared in all material respects 
in accordance with the requirements of section 122 of the MFMA. Material misstatements 
identified by the auditors in the submitted financial statements were not corrected in the 
underlying records and supporting documentary evidence could not be provided 
subsequently, which resulted in the financial statements receiving a disclaimer audit 
opinion. 

45. The council's oversight report on the 2012/13 annual report was not made public within 
seven days of its adoption on 28 March 2013, as required by section 129(3) of MFMA. 

Audit committee 

46. The audit committee did not review the annual financial statements to provide the council 
with an authoritative and credible view of the financial position of the entity, its efficiency 
and effectiveness and its overall level of compliance with legislation, as required by 
section 166(2)(b) of the MFMA. This was as a result of the municipality not submitting 
financial statements timely to the audit committee to allow for a proper review. 

Expenditure management 

47. Sufficient appropriate audit evidence could not be obtained that money owing by the 
municipality had always been paid within 30 days or an agreed period, as required by 
section 65(2)(e) of the MFMA. 

Revenue management 

48. A credit control and debt collection policy was not implemented, as required by section 
96(b) of the MSA and section 62(1 )(f)(iii) of MFMA. 

49. An adequate management, accounting and information system which accounts for 
revenue and debtors was not in place, as required by section 64(2)(e) of the MFMA. 




Asset management 

50. The accounting officer did not take reasonable steps to ensure that the municipality had 
and maintained a management and internal control system that accounted for assets as 
required by section 63(2)(a) and (c) of the MFMA. 

51 . The municipality did not establish an investment policy that was adopted by council, as 
required by section 13(2) of the MFMA and Municipal Investment regulation 3(1 )(a). 

Consequences management 

52. Unauthorised, irregular fruitless and wasteful expenditure incurred by the municipality 
was not investigated to determine if any person is liable for the expenditure, in 
accordance with the requirements of section 32(2) of the MFMA. 

Internal control 


53. I considered internal control relevant to my audit of the financial statements, annual 
performance report and compliance with laws and regulations. The matters reported 
below under the fundamentals of internal control are limited to the significant deficiencies 
that resulted in the basis disclaimer of opinion, the findings on the annual performance 
report and the findings on compliance with laws and regulations included in this report. 

Leadership 

54. Accounting officer has failed to adopt an appropriate tone at the top to ensure that 
supervision, review and monitoring of the municipality's processes were undertaken, so 
as to ensure that controls were implemented and functioning effectively and efficiently 
and consistently throughout the year under review. 

Financial and performance management 

55. Systems and controls were not designed in a manner to prevent, detect and address 
risks that impact on financial and compliance reporting. The accounting officer did not 
ensure that regular, accurate and complete financial reports were prepared, which were 
supported and evidenced by reliable information. In addition, compliance with applicable 
laws and regulations was not monitored on a monthly basis, resulting in reportable non- 
compliance. In addition, material corrections to financial statements were required, as a 
result of errors identified by audit. The area of performance against predetermined 
objectives requires urgent attention and capacity building. 

Governance 

56. The municipality’s governance needs to be enhanced to enable the early identification 
and mitigation of risks as well as the timely recommendation of corrective action to be 
taken. 



OTHER REPORT 
Investigation in progress 

57. A provincial government instituted section 106 of the MSA investigation at the district 
municipality which is currently in progress. 



Pietermaritzburg 





29 November 2013 



AUDITOR-GENERAL 
SOUTH AFRICA 


Auditing to build public confidence 



